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PREFACE 


Baytor Business Strupies is proud to offer, in this issue, 
the text of Dr. Richard Goode’s address to the Fifth Annual 
Alumni Conference of the Hankamer School of Business. Pub- 
lication of his discussion makes it possible to exhibit, in addition 
to the text, his statistical tables which could not be readily pre- 
sented by means of oral communication. 


Dr. Goode is an economist of international reputation and 
is eminently qualified to deal with the question of the stability 
of the United States dollar in its international setting. An 
economics major and Baylor graduate of 1937, Dr. Goode com- 
pleted his doctorate at the University of Wisconsin in 1947. He 
was on the economics faculty of the University of Chicago from 
1947 to 1951. He has served as economist for various departments 
of the Federal government and, from 1951 to 1959 was Chief 
of the Finance Division, Research and Statistics Department of 
the International Monetary Fund. During this period he was 
economist for foreign missions to twelve different countries. 
Numerous professional publications and other professional ac- 
tivities of Dr. Goode could be cited if space allowed. 


At the present time Dr. Goode is Senior Staff Economist 
for the Economics Studies Division of the famous Brookings 
Institution. It is appropriate to acknowledge here a debt of grati- 
tude to him on the part of the Hankamer School of Business 
and BAyLor Business Stupies for his contribution. 
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STABILITY OF THE DOLLAR: 
Domestic AND INTERNATIONAL IMPLICATIONS* 


Richard Goode 


Brookings Institution 


The stability of the dollar 
at home is measured by the 
amount of goods and services 
it will buy. The international 
position of the dollar also de- 
pends fundamentally on its 
purchasing power but is in- 
fluenced by the special factors 
as well. 

Wide fluctuations in the 
price level have been charac- 
teristic of our economic his- 


tory. When I entered Baylor 
a as a freshman in the fall of 
De Rickard’ Gee 1933, the large decline in the 


price level brought on by the 
great depression was just ending. In 1933 the wholesale price 
index stood at about the same level as it had 20 years earlier, on 
the eve of World War I. In the intervening period, however, 
prices had doubled as a result of the war, fallen sharply in 1920-21, 
and fluctuated considerably in the later 1920’s before collapsing 
in 1929-32. 


Inflation has been associated with all our major wars from the 
Revolution onward. Wholesale prices more than doubled during 
the Civil War. Both World War I and World War II also 
brought about increases in wholesale prices of somewhat more 
than 100 per cent, although much of these price rises took place 
after the end of hostilities because of the means of finance em- 
ployed during the wars and the application of direct controls. 


After the Civil War and World War I, prices came down, and 
within two decades after the beginning of these wars the wholesale 
price index was back to about its prewar level. Consumer prices 


*An address delivered to the Fifth Annual Alumni Conference of the 
Hankamer School of Business of Baylor University, March 17, 1961. 
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were much less volatile than wholesale prices after World War 1; 
and this appears to have been true after the Civil War also. 


I do not have to remind you that the record has been quite 
different in the years after World War II. There has been no 
break in the price level. Indeed, 1933 marks the end of the last 
major decline in prices. On a chart covering a long span of time, 
the period beginning in 1933 appears as a long upswing with only 
minor reversals of movement. 


In the literal sense, prices were more stable in the 1950’s than 
in the 1920’s. But the recent kind of relative stability is disturbing 
to many observers. 


Why have prices stayed up after World War II and continued 
to creep upward in recent years? Do we have a new kind of in- 
flation? What implications does our postwar experience have for 
economic growth and equitable social relations? Does inflation 
threaten the international position of the United States? What can 
we do to strengthen the dollar at home and abroad? 


CHARACTERISTICS OF POSTWAR INFLATION 


Prices increased rapidly after World War II, with the removal 
of price controls. Many goods were in short supply, and consumers 
and business enterprises had built up huge accumulations of liquid 
assets during the war. This early movement seems to have been 
completed by 1948, and there was a small decline in prices in 1949 
accompanying the recession of that year. Prices again rose in 
1950-51 in response to the Korean War. From 1952 to 1955 prices 
were stable. In 1955 the consumer price index resumed its rise and 
has increased in each year since then. (See Table 1.) Wholesale 
prices rose from 1955 to 1958 but showed little over-all change in 
1959 and 1960. 
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Table. 1 Price Indexes for the United States 
Selected Years 1860-1960 


Wholesale Price Consumer Price 

Index Index b/ 
Year a/ (1850-59 = 100) (1851-59 = 100) 
1860 P 100 101 
1861 T 103 102 
1864 221 178 
1878 T 100 112 
1882 P 116 113 
1896 T 75 96 
1913 P 113 113 
1914 T 110 115 
1918 P 212 172 
1920 P 249 229 
1932 T 105 156 
1933 106 148 
1938 T 127 161 
1939 124 159 
1945 171 205 
1948 P 259 275 
1953 274 306 
1955 275 306 
1959 297 334 
1960 297 338 


a/ Years marked P or T are, respectively, peak or trough years 
of business cycles as identified by reference dates of the National 
Bureau of Economic Research. 


Preliminary. 


Sources: 1860-55 indexes prepared by George Rogers Taylor 
and Ethel D. Hoover by combining indexes previously available, 
Joint Economic Committee, Hearings on Employment, Growth, 
and Price Levels, Part 2, pp. 394-402 (86 Cong. 1 sess. 1959) ; 
1959-60, BLS indexes, Economic Indicators, February 1961, linked 
to Taylor-Hoover indexes. 


The wholesale price index has risen by about one-seventh since 
1948; the consumer price index, by almost one-fourth. These are 
disturbing rates of increase, but they are not unprecedented even 
if we leave aside periods of major war. From.1897 to 1913, whole- 
sale prices rose about 50 per cent, or at a compound annual rate of 
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2% per cent. This is more than twice the average rate of increase 
in 1948 to 1960. 

The simplest explanation of the failure of prices to come down 
after World War II, as they did after other major wars, is that 
we have experienced no severe depression. The only two big price 
declines in the past 60 years were associated with severe depres- 
sions. In the latter part of the nineteenth century, an inelastic 
monetary system was largely responsible for the downward trend 
of prices. 


The first three postwar recessions were comparatively mild and 
brief, and the current recession so far appears to be similar in 
nature. One of the most important factors responsible for this is 
the high level of military expenditures owing to the Korean War 
and the cold war. It is debatable whether we should classify the 
past 15 years as a period of war or of peace. Future historians 
may well attach much less significance than we do to the cessation 
of hostilities in 1945 and may view World I, World War II, and 
the events since 1945 as phases of one big upheaval. 


Another factor that may have helped prevent prices from coming 
down is the emergence of new attitudes toward unemployment. 
In this country, as in most other parts of the world, neither the 
government nor the public is willing to tolerate the high rates of 
unemployment which were previously attributed to the operation 
of inexorable economic law. We are ready to intervene at an early 
stage, and we have powerful means of stimulating the economy. 
Public opinion seems to be less disturbed by moderate inflation 
than by unemployment. The change in the climate of opinion has 
probably imparted an inflationary bias to public policy. Hardly 
anyone now expects that prices will return to the 1939 level, and 
only a few urge the adoption of policies to force a reduction in the 
price level at any time. 


Many observers argue that we have been experiencing a new 
kind of inflation in the postwar period. This is usually called “cost- 
push” inflation or “market-power” inflation to distinguish it from 
simple inflation or “classical” inflation. In a classical inflation, de- 
mand is regarded as the active factor. Excess demand for all goods 
and services pulls up the price level, just as excess demand for one 
commodity pulls up its price. In a cost-push inflation, the price 
level is pushed up by an increase in costs. Attention is most often 
focused on rising wages. Some analysts, however, attribute rising 
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prices to the capacity of firms to mark up prices, in the absence 
of vigorous price competition. 

The dispute about what kind of inflation we have been experi- 
encing is significant because the diagnosis of the cause may indicate 
what sort of remedy is appropriate. The traditional means of 
combating inflation is through measures to restrict demand, partic- 
ularly tight credit and budgetary surpluses. If applied vigorously 
enough, these measures will certainly stop a classical inflation. 
But they may not be suitable for a cost-push or market-power 
inflation. In these circumstances, monetary and fiscal restraint may 
cause unemployment without stopping the price rise. 

The existence of a cost-push inflation is not easy to detect. The 
evidence commonly cited is that wage rates have increased faster 
than productivity. This does not prove, however, that increasing 
wages caused the price rise. Whenever the price level rises, money 
incomes increase faster than real output. Wages are such a large 
part of total costs and national income that failure of wage rates 
to increase faster than productivity in a period of rising prices 
would bring about an enormous redistribution of income between 
wage earners and profit recipients. The prevalence of administered 
prices, moreover, does not indicate that inflation is due to the 
exercise of market power by business enterprise. To the contrary, 
administered prices tend to be sticky. 

In retrospect, it seems fairly clear that the price rise up until 
1953 can be ascribed mainly to excess demand and explained in 
the classical way. The demand pull, of course, raised costs as 
well as prices, and increasing costs no doubt were responsible for 
higher prices in certain industries that were not enjoying strong 
demand for their products. This is characteristic of inflationary 
conditions. 

The period after 1953 is harder to explain. The price rise of 
1955 to 1957, in my judgment, can be attributed primarily to the 
rapid expansion characterizing the recovery from the 1953-54 
recession. Prices have usually increased in periods of cyclical ex- 
pansion. Prices, however, continued to rise in 1958, despite a 
down-turn in industrial production and an increase in unemploy- 
ment. The history of the past three years provides the strongest 
suggestion of the appearance of nonclassical inflation. 

Certain sectional movements in prices and wages seem to have 
been especially significant in recent years. According to estimates 
by the staff of the Congressional Joint Economic Committee, the 
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direct and indirect effects of increases in steel prices account for 
more than one-half of the rise in the wholesale price index in the 
years 1953 to 1958. Increases in wage rates in the steel industry 
seem to have had a strategic influence on wages in other industries. 
Price and wage increases in steel can be attributed partly to de- 
mand conditions but may also have reflected the exercise of market 
power of producers and labor unions. 

A particularly important influence on the consumer price index 
in recent years has been the prices of services. This component of 
the index increased almost four times as much from 1953 to 
1960 as the average price of all commodities in the index. The 
services component of the index is made up of such diverse items 
as medical care, the services of barbers and beauticians, rent, and 
transportation. The rise in the reported cost of medical care re- 
flects partly a shortage of physicians and partly the adoption of 
more expensive methods of treatment. The index probably over- 
states the true increase in medical costs because it does not make 
allowance for the greater effectiveness of modern methods and the 
shorter duration of the typical period of hospitalization for many 
illnesses. For other services—for example, haircuts—wages are 
the principal component of costs, and the increase in prices re- 
flects largely the general improvement in the standard of living. 
Opportunities for increased productivity are limited in occupations 
such as. barbering; nevertheless, the rise in wage rates in the in- 
dustries which are experiencing productivity gains spreads to the 
service industries. This is unavoidable, and desirable. 

My conclusion is that there was interaction between demand and 
cost factors throughout the postwar period. Demand conditions 
seem to have been dominant up to 1953 and perhaps even until 
1958. Recently, there are indications that cost-push or market- 
power inflation has been more significant, but I do not find the 
evidence over-whelming. In my opinion, much of the discussion 
has greatly exaggerated the role of cost-push and market-power. 
These factors do not operate to raise the general level of prices 
very far unless supported by ample demand. 

It is plausible to expect that there will be a continuing ten- 
dency for the price indexes to move upward unless there is a 
drastic change in popular attitudes or an unexpected evolution of 
the economic structure. I shall have something to say later about 
public policies to moderate this tendency, but first I wish to dis- 
cuss briefly some of the domestic and international implications 
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of an unstable dollar. Before doing that, I should like to caution 
against attaching too much significance to small movements in the 
official price indexes. These indexes are subject to a statistical 
error due to the difficulties of obtaining representative price quo- 
tations. More serious is the impossibility of making proper al- 
lowance for quality changes and changes in taste. The margin of 
error increases the longer the period being considered. The sta- 
tistical pitfalls can be brought out by an interesting parlor game 
(suggested by Professor Richard Ruggles of Yale University). 
Ask a group of people to suppose that they have the option of 
ordering $1,000 worth of merchandise from a 1960 mail order 
catalog, $825 worth from a 1950 catalog, or $500 worth from a 
1939 catalog. If the consumer price index is a strictly accurate 
measure of purchasing power, the 1950 catalog would offer a better 
bargain than the 1960 issue and the 1939 catalog a still better one. 
Casual conversation, however, does not indicate that a majority 
of informed consumers would choose the 1939 catalog. 


IMPLICATIONS FOR GROWTH 


Extreme inflation damages economic efficiency by causing a 
misallocation of investment and effort and by discouraging saving 
in money form. In periods of hyper-inflation an economy loses 
many of the great advantages of money and price system. There 
is no evidence that the postwar price rise in the United States has 
approached the limits where these disorderly conditions occur. 

There is a body of opinion holding that even a moderate inflation 
retards economic progress. Others argue, on the contrary, that a 
gently rising price level stimulates growth and may indeed be a 
necessary condition of rapid growth. The factual evidence does not 
offer clear support for either opinion. 

In the United States, satisfactory growth has occurred in 
periods of price decline and of price increase. The 1880’s and 
1890’s are a notable example of rapid growth in a period of falling 
prices. The decade prior to World War I and the first several 
years after World War II combined growth and rising prices. An 
examination of the postwar record of different countries, moreover, 
reveals no. clear correlation between the rates of price increase and 
the growth of per capita output. In the decade ending in 1958, for 
example, Austria and France experienced rapid growth and com- 
paratively rapid price increases, while Germany and Italy also en- 
joyed rapid growth and much slower rates of price increase. Com- 
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pared with other industrial countries, the United States had a low 
rate of growth and a lower-than-average rate of price increase. 


Another common belief that finds little support in the historical 
record is that inflation, if long continued, always accelerates, that 
creeping inflation in time begins to walk and then to gallop. It 
seems in fact that inflation speeds up only if the stimulus is inten- 
sified. As already remarked, the history of the United States from 
1933 to the present is broadly one of rising prices, with few in- 
terruptions or downturns. The average rate of increase in the 
wholesale price index from 1933 to 1960 works out at almost 4+ per 
cent. Nevertheless, there is in my observation no indication of a 
flight from money or a general tendency to act on the assumption 
that prices will rise faster in the future. Countries such as France 
and Brazil have experienced much longer periods of more or less 
continuous inflation without a breakdown of the monetary sys- 
tem. 


In the broad perspective of history, the absence of a pronounced 
trend in prices in most of the industrialized countries during the 
century between the end of the Napoleonic Wars and the outbreak 
of World War I may have been only a temporary lull attributable 
to special circumstances. In the early 1920’s the distinguished 
British economist J. M. Keynes asserted that throughout history 
there is a tendency for prices to rise and for the value of money 
to fall. 


The apparent lack of close connection between price stability 
and growth is evidence that the economy is at the same time more 
adaptable and more sluggish than is often supposed. The economic 
sytem, like the human body, apparently can stand a great deal of 
abuse. Inflation, nevertheless, does impose real hardships and gives 
rise to complications that tax the ingenuity of governments and 
entrepreneurs. To some of these I now turn. 


IMPLICATIONS FOR EQUITY 


Because all prices and income shares do not move in step, in- 
flation or deflation always has an unequal impact on different 
groups. Inflation decreases the real value of money and claims 
fixed in money such as mortgages, bonds, life insurance policies, 
and annuities. Debtors and owners of real estate, common stocks, 
and unincorporated business enterprises gain. Salaried clerical 
and professional persons usually suffer a loss of real income, 
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whereas organized labor is now able to protect its position fairly 
well. 


An inflation that is not great enough to impair greatly the ef- 
ficiency of the price system, or to retard the growth of real out- 
put, can cause serious social dislocations. In practice, however, the 
identifiable consequences of inflation appear usually to have been 
less grave than economists would have forecast. Partly, this is 
because of unforeseen adaptations that mitigate the hardships. 
Furthermore, in a pluralistic society, most individuals belong to 
several groups and may benefit in one capacity while they lose in 
another capacity. 


Retired persons are perhaps the most vulnerable group. But 
the welfare state has greatly improved the lot of many aged per- 
sons and has cushioned the impact of inflation on others. We 
should not forget that, even in a rich country such as the United 
States, only a small proportion of the population used to save 
enough to provide for an independent old age. In 1959, about 
two-thirds of persons over 65 years of age received benefits from 
old-age, survivors, and disability insurance and the railroad re- 
tirement system—public programs that did not exist in the 1920’s. 
The coverage of private pension plans has greatly widened. It is 
true that rising prices have eroded the value of retirement benefits, 
but it is also true that Social Security benefit rates have been ad- 
justed from time to time. Also significant is the fact that in 1957 
two-thirds of married couples over 65 had at least a modest 
hedge against inflation in the form of an equity in a nonfarm 
home. 


At the risk of appearing callous, I may add that the reduction 
in the real value of fixed claims through inflation has a social 
function. It is one of the means by which each generation partly 
disinherits its ancestors. Perhaps we are fortunate that rising 
prices partly offset the operation of compound interest on fixed 
claims. Otherwise, too large a portion of national wealth might 
find its way into the hands of cautious and unenterprising ele- 
ments in the community. 


We should explore more systematically the advantages and 
disadvantages of alternative methods of relieving the hardships 
due to rising prices by the introduction of various kinds of 
escalator clauses. IT do not share the fear that such an inquiry 
would be an admission of defeat in the struggle for price stability. 
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It would involve only a prudent examination of plans for taking 
care of the casualties. 


INTERNATIONAL IMPLICATIONS 


In turning now to the international implications of stability or 
instability of the dollar, I pass to a subject that is more novel 
for most Americans than the domestic issues that we have been 
considering. Only in the past two years or so have continuing 
deficits in the balance of payments aroused wide interest in this 
country. 

The connection between the external economic position and 
domestic prices and income, however, is an old story in most 
countries. Excessive home demand and rising prices stimulate 
imports while discouraging exports. Particularly in Western 
Europe, the balance of payments implications of domestic eco- 
nomic events have been a central preoccupation of financial policy 
in the postwar period. 

We in the United States long considered ourselves immune to 
these problems. We were accustomed to determine our fiscal and 
monetary policies with little regard to their impact on our for- 
eign payments and receipts, our gold reserves and foreign liabil- 
ities. The United States cannot be accused of economic isolation- 
ism during the postwar period. We showed practical concern for 
the problems of other countries and for the influence of our ac- 
tions on their economies. What we tended to neglect was the 
influence of our policies and of the policies of other countries on 
the international economic position of the United States. 

Perhaps we grew a little complacent, hearing much talk about 
the “dollar problem.” That problem, of course, was the dollar 
shortage that beset other countries and which many observers 
thought was chronic. The dollar problem is still being discussed 
in Zurich, London, Frankfurt, Paris, and Washington. But, sud- 
denly, the meaning of the phrase has changed. Recently the sub- 
ject has been, not the dollar shortage, but the dollar glut. The 
question is not whether the rest of the world can obtain the dol- 
lars it needs but whether it is willing to hold the dollars it has. 
Speculators have been wondering aloud whether the United States 
can pay all the claims that may be presented by foreign creditors, 
without having to devalue the dollar. Statesmen are concerned 
lest we attempt to defend the dollar by actions that will injure 
the free world’s economic order and its military defenses. 
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One of the most dramatic manifestations of uneasiness was the 
flurry in the gold markets last autumn. The price of gold on the 
London market, the world’s largest, shot up from a little more 
than $35 an ounce to over $40 in October 1960. The common 
interpretation was that speculators were bidding up the price in 
the expectation that the United States would be forced to devalue 
the dollar, by raising our official gold price from $35 an ounce 
to a higher figure. 

Another dramatic event was the hasty mission by the U.S. 
Secretary of the Treasury, the Undersecretary of State, and others 
to Germany in November 1960 for the purpose of persuading 
the German government to pay part of the cost of maintaining 
American troops in Germany and to take other actions to relieve 
pressure on the United States balance of payments. This mission 
apparently was poorly prepared; it received a bad press, here and 
abroad, and was commonly described as a “begging visit.” The 
Germans flatly rejected the request for troop support and showed 
themselves to be hard bargainers in respect of the other subjects. 
This episode was a new and humiliating experience for the Amer- 
ican people. 

Now that we have had time to reflect, the country is dis- 
covering that our international economic problems are neither 
so new nor so serious as many supposed last year. The new 
administration has declared its firm resolve to defend the dollar 
with all the means at its command and has adopted a program to 
carry out that intention. The speculators have taken note, the 
price of gold in London has returned to about $35 an ounce, 
and the atmosphere has been cleared for a rational consideration 
of the whole subject. 


The interested citizen has heard much about the balance of 
payments and the gold problem during the past several months 
and may wish to obtain the facts before forming definite opinions 
on the subject. The newspapers tell him that the United States 
has been running a deficit in its balance of payments because we 
have been spending more abroad than we receive from abroad. 
This is an idea that the man in the street finds easy to understand, 
but if he attempts to ascertain the details he will immediately run 
into difficulties. He may turn first to the World Almanac. The 
phrase “balance of payments” does not appear in the index. On 
gold there are several references and interesting miscellaneous 
information but little that is relevant to current problems. If he 
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is highly conscientious the citizen may go to the public library 
and consult the Statistical Abstract of the United States. In this 
volume he will find a table on the balance of payments but he is 
likely to consider this rather puzzling. In a page that is dense with 
figures in small type there is no item called the balance of pay- 
ments deficit but many entries, not all of which are self-explana- 
tory. 

There is, in fact, no generally agreed definition of the balance 
of payments surplus or deficit. The essential characteristic of a 
balance of payments statement is that it “balances.” The sum of 
the plus items is equal to the sum of the minus items. Only by 
classifying certain items in a more or less arbitrary way can we 
arrive at a measure of the deficit or surplus. Perhaps the most 
commonly used definition equates the deficit with the increase in 
liquid liabilities to foreign countries and international institutions 
plus sales of gold. The liquid liabilities include bank deposits and 
other short-term claims of foreigners and international institutions 
against American private business and the U.S. Government plus 
foreign holdings of U.S. Government bonds. The official balance 
of payments statement prepared by the Department of Commerce 
seems to be designed to highlight changes in our gold stock and 
liquid external liabilities, although the statement does not show 
an item explicitly labeled “deficit.” Other competent persons, 
however, use different statistics. 

In the sense mentioned—that is, the increase in liquid liabilities 
plus the reduction in official gold stocks—the United States has 
had a balance of payments deficit in every year since 1949, with 
the sole exception of 1957. In 1957 the Suez crisis was responsible 
for a small surplus. The payments deficit, although substantial, 
attracted little attention prior to 1958. The size of the deficit in- 
creased sharply in 1958 to 1960, and concern began to be felt here 
and abroad. (See Table 2.) 
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A disturbing feature of the balance of payments deficit of the 
past three years is that we have had to cover a larger fraction of 
it by sales of gold. Since 1957, United States gold stocks have 
decreased about $5 billion. Foreign countries, nevertheless, have 
continued to build up their dollar balances in each year. This in- 
dicates that there has been no general loss of confidence in the 
dollar. 

The United States balance of payments deficit in the first 
several years after 1949 was a reflection of deliberate policy. Ow- 
ing to an extraordinary blend of enlightened self-interest and 
altruism, the United States undertook to help restore the eco- 
nomies of Western Europe and Japan, to aid the underdeveloped 
countries, and to carry on huge military expenditures abroad. 
One of our objectives was to help the European countries to re- 
build their reserves of gold and dollars. The industrialized coun- 
tries of Europe and Japan have made a full recovery from the 
war and many of them have realized growth rates far in excess 
of ours. Several countries have accumulated substantial interna- 
tional reserves. 

The increase in the United States balance of payments deficit 
in recent years can be attributed partly to the strong economic 
recovery and gain in competitive power of other industrial nations. 
Germany, Japan, and other countries have reclaimed export mar- 
kets and penetrated new markets. The American share in world 
exports is now much smaller than in the early postwar years, but 
it has shown no pronounced trend over the past decade and re- 
mains higher than in 1928 and 1938. (See Table 3.) There is no 
evidence that we are pricing ourselves out of the market in a 
general sense. The increase in the domestic price level has been 
less in the United States than in most other industrial countries 
over the past decade. (See Table 4.) A comparison of export 
price movements is less favorable to the United States but still 
not highly alarming as shown in Table 5. Some American export 
industries have suffered because of price increases and failure to 
keep up with changing tastes. Iron and steel and automobiles and 
parts are examples. 
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Table 3. U.S. Exports as Share of World Total: 


Year 


1928 
1938 
1948 
1950 
1951 
1952 
1953 


Per Cent 


15.6 
14.0 
22.5 
17.7 
18.5 
18.3 
17.1 


1928, 1938, 1948, and 1950-60 a/ 


(In per cent) 


Year 
1954 
1955 
1956 
1957 
1958 
1959 


1960 b/ 


Per Cent 


17.0 
17.1 
18.7 
19.4 
18.2 
18.0 b/ 


a/ Exports valued f.o.b. After 1950, U.S. shipments under 
military grants are excluded. 


b/ January-September. 


Sources: 


1928-58, Edward M. Bernstein, /nternational Effects 


of U.S. Economic Policy, Study Paper No. 16, Joint Economic 
Committee, Study of Employment, Growth, and Price Levels (86 
Cong. 2 sess., 1960), p. 10; 1959-60, derived from International 
Monetary Fund, /nternational Financial Statistics, February 1961, 


p. 36. 


Table 4. 


Country 


United States 
Canada 
Belgium 
France 
Germany 
Italy 
Netherlands 
Sweden 
Switzerland 


Indexes of Consumer Prices and Wholesale 


Prices: Selected Countries, 1950 - 1960 


United Kingdom 81 


Japan 


(1953 = 100) 

Consumer Price Index 
1950 =1957 1960.a/ 1950 
90 105 110 O4 
98 ., 106 110 96 
91 107 110 93 
77 106 133 78 
93 107 114 85 
86 110 115 93 
90 115 121 87 
79 113 124 78 
94 105 108 95 
115 120 85 
77 108 114 70 


1957 


107 
103 
106 
108 
105 
103 
107 
110 
105 
110 
105 


Wholesale Price Index 


1960 a/ 


a/ 1960 figures are the averages of the first three quarters (Jan.- 
Sept.) for each country. 


Source: 


International Monetary Fund, /nternational Financial 
Statistics, February 1961, and December 1960. 
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Table 5. Index of Export Prices Expressed in United States 
Dollars: Selected Countries, 1950-1960 


(1953 = 100) 

Country 1950 1957 1959 1960 a/ 
United States 88 107 106 108 - Oct. 
Canada 82 105 107 106 - Nov. 
Belgium 89 106 95 95 - Aug. 
France 85 100 89 93 - O Ill 
Germany 78 103 100 103 - Nov. 
Italy b/ 92 102 94 c/ 
Netherlands 91 105 100 100 - Oct. 
Sweden 75 103 99 102 - O Ill 
Switzerland 98 98 96 c/ 
United Kingdom 84 110 108 110 - Nov. 
Japan 90 98 92 93 - Nov. 


a/ Latest available month or quarter. 


b/ The index for Italy shown here has been replaced by an index 
which differs considerably from it. 


c/ Not available. 


Source: International Monetary Fund, /nternational Financial 
Statistics, February 1961, p. 34, and June 1960, p. 36. 


The American balance of payments deficit is not due to an 
excess of commercial imports over exports. We have had a sur- 
plus in this account each year. Because of the composite nature 
of the balance of payments and the interrelations between pay- 
ments and receipts, it is not easy to attribute the over-all deficit 
to particular items. Government expenditures abroad and Amer- 
ican private investment in foreign countries, however, call for 
special attention. Over the period 1950 through September 1960 
the cumulative deficit in the balance of payments was $20.2 bil- 
lion. In these years United States military expenditures abroad 
totaled $26.7 billion, government grants and loans (mainly eco- 
nomic aid) $26.5 billion, and net private investment abroad 
$20.1 billion. Government expenditures abroad and American 
foreign investment financed part of United States exports and 
therefore did not contribute dollar-for-dollar to our payments 
deficit. Government expenditures and private capital movements 
are strategic variables because they respond to influences different 
from those that determine commercial imports and exports and 
because they may be more amenable to control in the short run. 
Many critics believe that in recent years our government expendi- 
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tures abroad were not well adjusted to current conditions but 
reflected the continuation of policies that had become less ap- 
propriate than they were when adopted. There have been com- 
plaints that United States tax laws unduly favor American pri- 
vate investment in foreign countries. 

The solvency of the United States is not seriously in question, 
even though some speculators seemed to think that it was last 
autumn. On February 6, 1961, President Kennedy reported that 
our gold reserve stood at $17.5 billion and was equal to more 
than 1% times foreign official dollar claims against the United 
States and more than 90 per cent of all official and private short- 
term claims against the United States. The distinction between 
official and private claims is significant because we are obligated 
to honor official claims by gold payments but are not similarly 
obligated in respect of private claims. The American gold stock 
still equals about two-fifths of the total official gold holdings of 
the free world. 

Nevertheless, we need to check the balance of payments deficit. 
It seems clear that a continuation of the deficit at its recent rate 
would soon undermine our position as a banker for the world. 
We could be seriously embarrassed at some future time by sudden 
presentation of demands for settlement in gold of a large amount 
of foreign claims. Prior to that time we would be likely to find 
our freedom to follow fiscal and monetary policies of our own 
choosing seriously limited. There has already been much concern 
lest an easy money policy in this country, intended to stimulate 
domestic activity, provoke an outflow of short-term capital and 
a further reduction in our gold stocks. 

Early in February 1961 the President sent a message to Con- 
gress outlining a series of measures to strengthen the balance of 
payments. I shall not attempt to review these measures in detail. 
Most of them are minor in importance but in the aggregate they 
should be highly constructive. One group of measures is intended 
to promote exports. These include actions to interest American 
businessmen in the export market and to provide better credit 
facilities for exports. The United States will continue its efforts 
to persuade foreign countries to reduce discriminatory controls 
on imports from the United States. The President stressed the 
desirability of maintaining our competitive standing by keeping 
down costs and prices. 


The whole subject of government expenditures abroad needs 
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rethinking. In recent years military expenditures abroad have 
been running at annual rates of $3 billion or more, and somewhat 
more than half the total has been in Western Europe. These 
amounts cover only expenditures by the government and military 
and civilian personnel which are received by foreign nationals. 
They do not include supplies and equipment sent from this coun- 
try for the use of our forces or the forces of other nations. The 
European countries have tended to accumulate gold and dollar 
balances from the proceeds of American military expenditures 
rather than increase their purchases in the United States. In my 
opinion it is desirable and feasible to negotiate increases in the 
contribution of certain European countries to the cost of the 
common defense. These negotiations cannot be properly described 
as begging, in the derogatory language applied by both the Amer- 
ican and the foreign press to the discussions at Bonn in Novem- 
ber 1960. Some of the European countries can also contribute more 
to the assistance of the underdeveloped countries. 

American economic aid to Western Europe has greatly dimin- 
ished, but economic aid to the less developed countries of Asia, 
Latin America, and Africa has increased. These expenditures do 
not contribute as directly to our payments deficit as foreign mili- 
tary expenditures do. The underdeveloped countries are hungry for 
goods and promptly spend the funds they receive. A considerable 
part of our economic aid takes the form of so-called tied loans 
which directly finance American exports. In appraising our capac- 
ity to extend economic aid in the form of goods and services, we can 
properly compare the amount of aid with our gross national product 
rather than with our international receipts or reserves. Seen in 
this light, aid to the underdeveloped countries does not appear 
to be a heavy burden. 


I am confident that the United States can restore its balance 
of payments position without abandoning our fundamental objec- 
tives in the foreign policy field. We do not have to jeopardize the 
military strength of the Western alliance or to discontinue aid to 
the underdeveloped countries. We do not have to resort to protec- 
tionism or to devalue the dollar. 


Unfortunately, however, the elimination of the American bal- 
ance of payments deficit may create difficulties for the rest of 
the world, even if we do not accomplish this by restricting trade. 
If our balance of payments deficit comes to an end, other countries 
will no longer be able to increase their international reserves by 
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building up dollar balances. The dollar balances are merely the 
other side of the American deficit. Increased dollar balances have 
supplied a large fraction of the additional liquidity of the world in 
the postwar period. Most experts who have studied the subject are 
convinced that gold alone will not meet the growing need for inter- 
national liquidity in the future. It does not seem likely that sterling 
and other nondollar balances can fill the gap. 

We must give attention to the perfection of means by which 
liquidity can be provided without corresponding increases in gold 
stocks or short-term liabilities of the United States. The recent 
increase in the size of the International Monetary Fund was a 
modest step in this direction. Interesting proposals for further 
expansion and revision of the International Monetary Fund are 
under discussion. I cannot take the time to review the details of 
this technical subject. I do want to say, however, that it should 
not be beyond our capacity to negotiate an arrangement that will 
reconcile world demands for liquidity with stability of the United 
States dollar. 


POLICIES TO MODERATE INSTABILITY 


In conclusion, I should like to mention a few policies that 
may help moderate instability of the dollar at home and abroad. 

We are already disposed, it seems to me, to take action to check 
recessions and price declines. I am sure that these actions will not 
be adequate to prevent all fluctuations. We may sometimes adopt 
the wrong measures. I am confident, nevertheless, that our policies 
will forestall major declines in the price level. If so, one kind of 
instability that has been troublesome in the past will be ended. 

It seems unlikely to me that acceptable monetary and fiscal poli- 
cies will be sufficient to prevent a slow increase in the price level. 
Monetary and fiscal policies tight enough to do this are likely also 
to retard growth to an unacceptable degree. Unless we are extra- 
ordinarily irresponsible, however, I do not expect that we shall 
experience a run-away inflation. That will not occur unless we 
follow very lax monetary and fiscal policies. 

It may be feasible to restrain or stop the rise in the price level 
by a variety of measures to control market power and to increase 
the supply of certain goods and services. These include vigorous 
application of the antitrust laws and the development of procedures 
to introduce the explicit consideration of the public interest into 
wage-price determination. A liberal policy toward imports can also 
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help hold in check prices and wages. Increases in productivity 
through technological progress and better organization can help off- 
set rising wage rates. It is particularly important to try to limit the 
increase in prices of services through measures such as the training 
of more physicians and the introduction of automation and new 
methods. 

In the international field it is desirable to continue and extend 
the revision of policies that has already begun. Considerable eco- 
nomic ingenuity and diplomatic skill may be needed to develop 
plans for sharing the costs of defense and economic aid to the 
less developed countries and for meeting the world’s growing need 
for international liquidity. 
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